
BEFORE

THE PUBLIC SERVICECOMMISSIONOF

SOUTHCAROLINA

DOCKET NO. 2001-164-W/S- ORDERNO. 2002-285

APRIL 18,2002

IN RE: Applicationof Kiawah IslandUtility, Inc. for ) ORDERAPPROVING @-J

Approvalof aNew Scheduleof Ratesand ) RATESAND CHARGES
Chargesfor WaterandSewerService. )

This mattercomesbeforethePublic ServiceCommissionof SouthCarolina(the

Commission)by wayof anApplicationfiled onbehalfof Kiawah IslandUtility, Inc. (the

Companyor Kiawah) for approvalof a new scheduleof ratesand chargesfor its water

and sewer customerson Kiawah Island in CharlestonCounty, South Carolina. The

Company'sApplication was filed pursuantto S.C.CodeArea.Section58-5-240(Supp.

2001), as amended,and R. 103-821 of the Commission's Rules of Practice and

Procedure.

By letter, the Commission's Executive Director instructed the Company to

publishapreparedNoticeof Filing, onetime, in anewspaperof generalcirculationin the

areaaffectedby theCompany'sApplication. TheNoticeof Filing indicatedthenatureof

theCompany'sApplicationandadvisedall interestedpartiesdesiringparticipationin the

scheduledproceedingof themamlerandtime in which to file the appropriatepleadings.

The Companywas likewise requiredto notify directly all customersaffectedby the

proposedratesandcharges.

Petitionsto Intervenewerefiled by theKiawahPropertyOwnersGroup(KPOG),

the Town of Kiawah Island, the CougarPoint Golf Company,the Kiawah Island Inn
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Company,theKiawah RealEstateCompany,the KiawahTennisClub, theNight Heron

ParkCompany,theOspreyPointGolf Company,theOceanCourseGolf Club,theTurtle

Point Golf Company,andthe ConsumerAdvocatefor the Stateof SouthCarolina(the

ConsumerAdvocate).

The CommissionStaff (the Staff) madeon-siteinvestigationsof the Company's

facilities, audited the Company's books and records, and gatheredother detailed

informationconcerningtheCompany'soperations.Theotherpartieslikewise conducted

their discoverywith regardto theratefiling of Kiawah.

A public hearingrelative to the mattersassertedin the Company'sApplication

washeldonMarch 13,2002at 10:30AM in theHearingRoomof theCommissionat 101

ExecutiveCenterDrive, Columbia,SouthCarolina. Pursuantto S.C.CodeAnn. Section

58-3-95 (Supp.2001), a panel of three Commissionerscomposedof Commissioners

Saunders,Mitchell, and Clyburn was designatedto hear and rule on this matter.

ChairmanSaunderspresided.G. TrenholmWalker, Esquirerepresentedthe Company.

Michael A. Molony, Esquire,representedtile Intervenors,the Kiawah PropertyOwners

Group, theTown of Kiawah Island,the CougarPoint Golf Company,the Kiawah Island

Inn Company,the Kiawah Real EstateCompany,the Kiawah Tennis Club, the Night

Heron Park Company,the OspreyPoint Golf Company,The OceanCourseGolf Club,

and the Turtle Point Golf Company.The ConsumerAdvocate for the Stateof South

Carolina(the ConsumerAdvocate)wasrepresentedby CharlesM. Knight, Esquire.The

CommissionStaffwasrepresentedby F. DavidButler, GeneralCounsel.
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The Companypresentedthetestimonyof BeckyDennis,TownsendP. Clarkson,

JohnF. Guastella,andGaryC. White. TheIntervenor,Townof Kiawah Island,presented

the testimonyof JamesV. Piet andRussellA. Hissom.The Golf CompanyIntervenors

presentedthe testimonyof Walter T. Cuthbert.

SharonG. ScottandWilliam O.Richardson.

.

The Staff presented the testimony of

FINDINGS OF FACT

The Company is a water and sewer utility operating in the State of South

Carolina and is subject to the jurisdiction of the Commission pursuant to S.C. Code Ann.

Section 58-5-10 (1976) et seq. Kiawah Island Utility, Inc. is owned by Kiawah Resort

Associates, L.P. (KRA).

2. As of year-end 2000, the Company provided water service to 3,151

residential and commercial customers and sewer service to 2,764 residential and

commercial customers on Kiawah Island, Charleston County, South Carolina. (Testimony

of Becky Dennis)

3. The Company purchases its water from St. John's Water Company, Inc.

The Company has three ground level storage tanks with a capacity of 4.5 million gallons,

along with support equipment for the pumping and metering of the water supply and

distribution system. The Company's sewer system is comprised of gravity collection

mains, force mains, and treated effluent transfer mains, aggregating approximately 58

miles, 40 sewage pumping stations, and a wastewater treatment facility.

4. The Company's present rates and charges were approved by Order No.

1999-216, in Docket No. 98-328-W/S, dated March 31, 1999.
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5. At present,theCompanyhassevenrateschedulesrelating to its waterand

sewerchargesandothermiscellaneousservicecharges.TheCompany'sresidentialwater

servicechargeis $22.40permonth for a minimum bill of 0 to 2,000gallons.All water

consumedover2,000gallonspermonthandup to 11,000gallonspermonth is billed at a

rateof $2.10per 1,000gallons.All waterover11,000gallonspermonthandup to 50,000

gallons per month is billed at the rate of $2.20 per thousandgallons.All consumption

over 50,000gallonsis billed at the rateof $2.41per thousandgallons.The Company's

residentialsewerservicechargesareabasicfacilities chargeof $18.00permonth,anda

consumptionchargebasedonwaterusageup to 11,000gallonsper monthof $.47/1000

gallons. The Company's tap fees are $500 for both water and sewer for residential

customerswith a 5/8 inch meter.TapfeesandBasicFacility chargesarebasedonmeter

sizefor residentialcustomersandotherclassesof customers.

The Company'spresentratesandproposedratesaredepictedin HearingExhibit

No. 6, Exhibit 1 of theWater andWastewaterDepartment'sexhibits in the Commission

StaffReport.In lieu of discussingall proposedchangesin the Company'srateschedules,

theCommissionwill highlight thechangesrequested.UndertheCompany'sproposal,the

basicfacilities chargefor potablewater for residentialcustomerswould no longercover

2,000 gallonspermonthof consumption.All potablewater consumedwould be subject

to theconsumptioncharges.Thebasicfacilities chargesfor thethreesourcesof irrigation

for the five golf courseswould be establishedon aper coursebasis.The proposedrates

and chargesinclude a new categoryof customers,known asStandbyCustomers.These

aregolf coursecustomerswho mayhaveanothersourceof waterand maynot needthe
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Companyto supplyits needsonacontinuousbasis.Thestandbychargewould alsoallow

the golf courseto effectively reservea certain volumeof capacityfrom the Company.

The Companyis also requestingthat the Commissiongrant it a passthroughincrease

mechanismfor increasesin the cost of wholesalepotablewater chargedby its sole

supplier,St.John'sWaterCompany.Additionally, Kiawahwouldbeableto passthrough

increasesin the operation and maintenanceexpensechargedby St. John's to the

Company.The Companywould have to provide advancenotice of the increaseto the

Commission which could prevent implementationof the increase if it found any

irregularities.Lastly, Kiawah hasproposedslight modificationsto the wording of the

miscellaneouschargesprovisions of the Schedule. The Companyhas also proposed

variouschangesin its otherschedules.

6. TheCompanyassertsthat its requestedrateincreaseis requiredbecauseof

severalreasons.First, accordingto Companywitness Clarkson,Kiawah has incurred

increasedcostsassociatedwith purchasedwater from St. John'sWater Company.Since

1997,thesecostshaveincreasedby 15.3%.The Companyalsopaysa pro-ratashareof

St. John's operationand maintenancecharges.Clarksonnotes that since the last rate

application,this monthly chargehas increased68.9% from $5,887 to $9,944.During

2001,this monthly chargehas increasedfrom $8,532to $9,944,an increaseof 16.6%.

SinceKiawah's last rate case,therehavebeenseveralcapitalprojects.The Company's

facilitieshaveincreasedby $746,000for the Aquifer StorageRecoverySysteminstalled

in 2000,and$45,000for the SCADA systeminstalledin 1998.Subsequentto theendof

the2000testyear,therehavebeenapproximately$150,000of additionalwaterandsewer
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capital expendituresand extraordinarymaintenanceprojects which will impact the

Company'srate base.Theseprojectsinclude the rebuilding of the Surfwatchsewage

pump station, replacing deterioratedhand wheels on the control structures,and

rehabilitationof the headworksat the wastetreatmentfacility. In addition, Clarkson

notesthat the Companymustpay for capitalcost,improvementsandmaintenanceof the

45milesof transmissionlinesandrelateddelivery facilitiesof St.John'sonJohnsIsland.

Theutility paysaccordingto its totalpercentageusageof thetotal potablewateravailable

atthedeliverypoint.This shareis currently60percent.Testimonyof Clarksonat 3-4.

7. The Companyproposesthat the appropriatetest period to considerits

requestedincreaseis the twelve-monthperiod ending December31, 2000. The Staff

concurredin usingthe sametest year for its accountingandpro forma adjustments.The

hltervenorsdid not contestthetestyear.

8. The Companyseeksan increasein its ratesand chargesfor water and

sewerservicewhich would result in anoperatingmarginof 17.37%.HearingExhibit 5,

Audit Exhibit A.

9. Underthe Company'spresentlyapprovedrates,the Company'soperating

revenues,after accountingand pro forma adjustmentsare $3,919,244.The Company

seeksan increasein its ratesandchargesfor waterandsewerservicein amannerwhich

would increaseits operatingrevenuesby $1,139,180.HearingExhibit 5, Audit Exhibit A.

The Commissionapproveda reductionin revenueof ($101,217)for the lossof two golf

coursecustomers.Revenueunderpresentlyapprovedratestotals $3,818,027after such

reduction.
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10. Under its presently approved rates, the Company's total operating

expensesfor the test year,after accountingandpro forma adjustments,are$3,289,792.

TheCompanyandtheStaff all proposedcertainadjustmentsto theCompany'sbooksand

records.HearingExhibit 5, Audit Exhibit A. TheCommissionallowedanadditionalrate

caseexpenseadjustmentin theamountof $14,569.Grossreceiptstaxesandincometaxes

associatedwith additionalratecaseexpensesandthe lost golf courserevenueswerealso

adjusted.Total operating expensesfor the test year totaled $3,260,462 after such

adjustmentsweremade.

11. Under its presentrates,the Company'snet operatingincomeis $629,452.

Applying customer growth of $13,128, the Company's total operating income is

$642,580.After consideringinterestof $486,572,anoperatingmarginof 3.98%results.

Hearing Exhibit 5, Audit Exhibit A. The net operatingincome underpresentrates is

$557,565,customergrowth is $11,424,and total operatingincome is $568,989after

adjustingfor additionalrate caseexpensesand the lossof two golf courses'revenues.

Theoperatingmargin is 2.16%.

12. The Commissionwill usethe operatingmargin asa guidein determining

the lawfulnessof the Company'sproposedratesand the fixing of just andreasonable

rates.

13. A fair operatingmarginthatthe Companyshouldhavethe opportunityto

earnis 10.75%,which is producedby the appropriatelevel of revenuesand expenses

foundreasonableandapprovedherein.
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14. This operating margin is produced through additional revenues of

$622,000,for a total revenueunder tile new rates of $4,440,027.The Commission

approves$235,256in additional expenses,for a total of $3,495,718.Net Operating

Income of $944,309 is then produced.Applying customer growth of $19,714,Net

OperatingIncome is $964,023.Interest to be consideredfor the operatingmargin is

$486,572.

15. The rate designsand rate schedulesapprovedby the Commission as

describedhereinareappropriateandshouldbeadopted.

16. The rates and chargesdepicted in Appendix A, attachedhereto and

incorporatedby reference,areapprovedand effective for servicerenderedon andafter

thedateof this Order.

EVIDENCE AND CONCLUSIONS

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF

FACT NOS. 1, 2, 3 AND 4.

The evidence supporting these findings concerning the Company's business and

legal status, number of customers, water purchasing practices, and the Company's last

rate increase are contained in the testimony of the witnesses, the Company's Application,

and in prior Commission Orders in the docket files of which the Commission takes

judicial notice. The Company is a water and sewer utility under S.C. Code Ann. Section

58-5-10 and is providing water and sewer service in its approved service area in

Charleston County, South Carolina. The Company's operations are subject to the

jurisdiction of this Commission. These findings of fact are essentially informational,
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procedural,andjurisdictional in nature,andthemattersthat they involve areessentially

uncontested.

EVIDENCEAND CONCLUSIONSFORFINDINGSOF

FACT NOS.5AND 6

The evidencesupportingthesefindings of fact is included in the Company's

Application and Companytestimony presentedat the hearing. Many of the matters

containedthereinwere contestedby the parties,and more discussionwill appearinfra

thereon.

EVIDENCEAND CONCLUSIONSFORFINDINGS OF

FACT NO. 7

The evidencefor this finding concerningthe appropriatetestperiod is contained

in the Company's Application and in the testimony and exhibits of the Company

witnesses,the witnessesfor the intervenors,and the Staff's witnesses.The Company

proposedin its Application that the appropriatetest year by which to consider the

requestedrate increasewas the twelve month period ending December31, 2000, and

basedthe filing on that time period.Relying on the Company'sproposedtest year, the

Staffwitnessutilized thesametestperiod for their accountingandpro formaadjustments.

A fundamentalprinciple of the ratemakingprocessis the establishmentof a

historical test yearperiod. While the Commissionconsidersa utility's proposedrate

increasebaseduponoccurrenceswithin the testyear, theCommissionwill alsoconsider

adjustmentsfor any known and measurableout-of-test-yearchanges in expenses,

revenues,andinvestments,andwill alsoconsideradjustmentsfor anyunusualsituations
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which occurredin thetestyear.SeeParker v. South Carolina Public Service Commission,

280 S.C. 310, 313 S.E. 2d 290 (1984), citing City of Pittsburgh v. Pennsylvania Public

Utility Commission, 187 P.A. Super. 341, 144 A.2d 648 (1958); Southern Bell v. The

Public Service Commission, 270 S.C. 590, 244 S.E. 2d 278 (1978). Based on the record,

the Commission finds the twelve month period ending December 31, 2000, to be the

reasonable and appropriate period for which to make its ratemaking determinations

herein.

EVIDENCE AND CONCLUSIONS FOR FINDING OF

FACT NO. 8

The evidence supporting these findings of fact is included in the testimony and

exhibits of the Commission Staff presented at the hearing, more of which will be

discussed below.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF

FACT NOS. 9, 10, AND 11

The Commission believes that the Company should receive an additional

$622,000 in revenue in this case, based on the evidence as described below. (The

discussion below largely comes from the testimony of Staff witness Scott and Company

witnesses Guastella and White, with some portions from Company witnesses Clarkson

and Dennis, and Staff witness Richardson. KPOG proposals are addressed separately in

this Order.)

With regard to adjustments to operating revenue and expenses, the Commission

would discuss the following:
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(A) DHEC Fees

Both Staff and the Company removed the Department of Health and

Environmental Control required recoupment fees from revenues. Staff audit witness

Sharon Scott noted that such fees are billed to the Company's customers as a separate

line item on a customer's bill, and are intended to recover the cost of certain water testing

functions required by State law. Accordingly, Staff proposed removal of ($7,776) in

expenses and both Staff and Company proposed removal of ($7,809) in revenues

associated with such fees, since such fees are recovered by the Company through charges

that are not regulated by this Colnmission. We accept these adjustments.

(B) Non-allowables

Scott testified that Staff found, during the audit, certain expenses paid that Staff

would disallow for ratemaking purposes. These included a donation to a hospital of $50,

flowers for $483, and one-half of Chamber of Commerce dues of $215, for a total

combined adjustment of ($748). These items are normally not allowed as legitimate

ratemaking expenses, and Staff did not believe that they qualified as legitimate expenses

in this proceeding. We accept Staff's adjustment.

(C) Management Fees

A major adjustment was proposed by Staff on management fees. The Company

has an agreement with its parent company, Kiawah Resort Associates, L.P., (KRA), in

which KRA provides the utility certain management services. The Company had booked

expenses of $100,000 in management fees during the test year. The Staff's proposed

adjustment lowered management fee expenses by ($64,000). The Staff's adjustment is the
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same as it was in the Company's last rate case. See Docket No. 98-328-W/S, Order No.

1999-216. The Order in that case gave a number of reasons for limiting the fee to

$36,000, including possible duplication of services provided by the parent and the direct

costs incurred by the Company, lack of a sufficient way of gauging participation by the

partners and/or directors of the parent, and lack of proof of the overall reasonableness of

the entire fee. The Staff has the same concerns in this case. The management services

agreement is the same agreement that was in effect during the previous case. Some of the

services mentioned in the agreement appear to be of the type that a manager would

perform. The utility company already has a manager on the payroll. The Staff still had

difficulty gauging participation of the partners and/or directors of KRA in the affairs of

the utility. No minutes of any partner meetings were available for review. The Staff

believes that $36,000 in expenses for management fees is appropriate in this case. The

Staff examined time records, payroll records, and documentation of employee benefits in

verifying direct labor costs that are associated with management fees. Such direct labor

costs totaled $35,489. Staff allowed $511 for overhead expenses. Therefore, a

management fee of $36,000 should be used for this case, according to Staff.

Company witness Guastella found the Company's proposed management fee

reasonable. He states that this covers the typical administrative and general services

necessary for the proper conduct of a utility business. Guastella states that this

management fee is "modest." Even so, after a complete analysis, we adopt Staff's

adjustment. Again, the Company has a manager on payroll, and it was difficult to gauge

the participation of the partners and/or directors of KRA in the utility. The South



DOCKET NO. 2001-164-W/S- ORDERNO.2002-285
APRIL,18,2002
PAGE13

CarolinaSupremeCourthasstatedthestandardby which suchtransactionsaremeasured

in Hilton Head Plantation Utilities v. The Public Service Commission of South Carolina.

The Court states that charges arising out of intercompany relationships between affiliated

companies should be scrutinized with care, and if there is an absence of data and

information from which the reasonableness and propriety of the services rendered and the

reasonable cost of rendering such services cannot be ascertained by the Commission,

allowance is properly refused. Accordingly, Staff's analysis is the appropriate one, and

we adopt it, since there remains an absence of data and infonr_ation from which the

reasonableness and propriety of the services rendered can be completely ascertained. Our

refusal to grant the entire management fee is thus justified.

(D) Purchased Water

With regard to Staff's adjustment for purchased water, the Company purchases its

water from St. John's Water Company, Inc. St. John's purchases its water from the

Commissioners of Public Works (CPW) of the City of Charleston, South Carolina. The

Company proposes to adjust purchased water for annualized system flow demand. The

Company used a projected number of 835,983 for total gallons and the rate per gallon of

$1.8107 for total costs of $1,513,714. To this amount, the Company added Operating and

Maintenance Expenses of $119,326 for a total of $1,633,040, less the per book amount of

$1,613,441 for an adjustment of $19,599. Staff's testimony was that the Company's

adjustment is based on estimated growth in gallons and Staff did not accept this particular

adjustment. However, the Staff computed growth in both revenue and expenses by

applying a growth factor to net operating income. Staff opined that the customer growth
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adjustment covers growth for the increased amount of purchased water. We agree with

the Staff. We believe that the Company's adjustment was indeed based on estimated

growth in gallons, and that Staff's customer growth adjustment covers growth for the

increased mnount of purchased water, and for purchased power and chemical costs

proposed by the Company as well, which were also based on estimated figures. We adopt

Staff's adjustments in both cases.

We would also note that the Company requests that it be allowed to pass through

any increases in its water costs from St. Johns straight to its customers, including

purchased water costs and maintenance costs. Company witness Clarkson states a belief

that this passthrough would eliminate the need to return to the Commission with rate

applications as frequently as it must do now. Clarkson notes that almost every year, St.

Johns has increased the cost of the potable water sold to the Company. This increase has

a dramatic effect on the Company's bottom line. Kiawah is then forced to seek an

adjustment in rates to account for this significant increase in expense. With the

passthrough mechanism as proposed by the Company, the potable rate to the customers

could be adjusted, with Commission oversight, on a timely basis and eliminate the

immediate need for a rate application to compensate for this expense. We grant the

passthrough mechanism for water costs, however, we deny the passthrough mechanism

for maintenance costs associated with purchased water, since they are generally reviewed

in the context of a rate case. Further, we believe that the Company should submit its

proposed adjustment for study at least 60 days in advance of its time to originate the new
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charge.The Commissionwould thenhavethe ability to analyzethe increaseprior to it

goinginto effect,andcouldrejectit if any irregularitiesarefound.

(E) Ocean Course Drive Extension

The Commission first approved the Ocean Course Drive extension adjustment in

Order No. 92-1030, Docket No. 92-192-W/S. That Order explained that the adjustment

"allows the Company to collect the costs of the Ocean Course Extension over time as the

area builds out, as well as depreciate the asset as it is used." The Staff calculated the

amount to be included for Ocean Course in the same manner as was used in previous

cases. The Staff determined the maximum number of taps for the area to be 410. There

are currently 106 existing taps, which equates to an actual capacity rate of 25.85%. The

Staff divided the actual capacity rate by the system capacity factor of 75% to determine a

system equivalent capacity factor of 34.47%. The original cost of the Ocean Course

facility is $381,564. The Staff computed allowable plant as of the end of the test year to

be $131,531 by applying the system equivalent capacity factor to the original cost of the

plant ($381,564 x 34.4715%). The Staff computed the annual growth factor to be

3.447%. The growth factor was used to determine allowable plant between test years of

$13,153 per year. ($381,564 x 3.447%). The Staff used three years between test years to

determine total allowable plant for this case of $170,990. The Staff removed plant of

($210,574), accumulated depreciation of $65,232 and depreciation expenses of ($4,683).

We adopt Staff's adjustments as logical and reject testimony to the contrary.
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(F) ExtraordinaryRepair and Maintenance Expenses

The Staff and Company propose to record the amortization of extraordinary

repairs and maintenance costs for the test year. These amortizations were established in

Docket Nos. 96-138-W/S and 98-328-W/S. The StafFs adjustment includes the

amortizations for refurbishment of a well pump totaling $4,601, a supply line repair

totaling $7,950, tank painting in the amount of $13,684, and sludge removal of $27,400,

for a total of $53,635. The Company proposed an amortization for estimated 2002

amortizations, including tank painting of $6,869, pressure washing tanks of $2,929, and

sludge removal of $11,528, plus $45,031 from Docket No. 98-328, for a total adjustment

of $66,357. We grant StafFs adjustment, based on actual amounts. We deny the

Company's adjustments, since they are based on estimates. The Company also proposes

to include the unamortized balance for these deferred expenses of $147,242 in rate base.

Staff did not include deferred expenses in rate base. Staff states that such deferred

expenses are not an investment, and that they represent maintenance expenses that have

been deferred from previous cases. We agree with Staff in this case and therefore reject

this portion of the Company's adjustment.

(G) Engineering and Related Services

Staff proposes to capitalize $39,102 for engineering and related services in

connection with the supplemental water supply study, the new Charleston line, and the

Reverse Osmosis option. This amount was expensed in the test year. Staff proposes to

include depreciation expense of $978 based on a 40-year service life recommended by

the Commission's Utilities Department. The cost of the study is therefore capitalized
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alongwith therelatedplant.We believecapitalizationof theseexpensesin this manneris

appropriate,andwe acceptStaff's adjustment.

(H) ConsultingFees

TheStaffproposesto normalizethetestyearby amortizingconsultingfeesovera

three-yearperiod. Staff amortized$4,732 for an expertwitness to testify before the

Commissionconcerningtheaquiferstoragerecoveryprojectand$2,503for consultation

on the Cost of ServiceStudyand Compensationanalysis.The total amountof $7,235

amortizedover threeyearsamountsto $2,412per year. Staff subtractedthe per book

amount of $7,235 from $2,412for a total adjustmentof ($4,823). We adopt Staff's

adjustmentasbeingconsistentwith goodregulatoryaccountingpractices.

(I) Availabilitv Fees

The Staff proposes to remove availability fees collected through December 31,

1991 from rate base. Such fees are considered a contribution in aid of construction. Staff

also removed the depreciation expense associated with these availability fees. A

($1,512,920) adjustment was therefore made to rate base, and ($33,284) was removed

from depreciation expense. Staff's adjustments are appropriate in this case to properly

adjust the rate base of the Company. It should be noted that Staff's adjustment removes

availability fees collected through December 31, 1991. These are not the same costs for

donated lines referred to by Company witness Clarkson in his rebuttal testimony in the

amount of $1,517,650 for the period of 1992 through October 1996. The Staff removed

pre-1992 availability fees totaling $1,512,920 as a contribution in aid of construction in

relation to plant transferred to the Company by the parent company.
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(J) Labor

Both Staff and Companyproposeto adjust labor to reflect the annual wage

increases,adjustfor anew employee,andadjustfor labor associatedcostrelativeto the

labor increase,which includesFICA, pension,health andlife insurance,otherbenefits,

and worker's compensation.The Staff's adjustmentincludesthe latest availablewage

information.Thewageadjustmentincludesincreaseswhich wereeffectiveJanuary,2001

andAugust,2001.Staffusedthepayroll at February9, 2002to computeannualizedgross

payof $362,378.Staff subtractedtheperbook amountof $365,555for an adjustmentof

($3,177).Tile Company'sadjustmentof $34,134to annualizewagesincludesthe salaries

of oneretired employeeand oneterminatedemployee.The Companyalso proposesto

increasewagesby $16,640for a new employee.The Company'scombinedproposed

wageadjustmentis $50,774.Staff did not includewagesfor the field employeereferred

to in the rebuttal testimony of Ms. Dennis. The expenseswere not known and

measurable,becausethe employeehad not yet beenhired. We reject the Company's

adjustmentand adopt Staff's. We do not agreethat wage figures ought to include

employeesthatretiredor terminated,andapplicantsnotyet hiredby theCompany.

(K) Legal Fees_

During its audit of the Company's books, Staff examined the Company's legal

expenses and found several expenses that should be amortized to present a normalized

test year. These expenses include the KPOG appeal expense of $1,926, and rate case

appeals related to the 1998 rate case of $6,369, for a total of $8,295. Staff amortized these

expenses over three (3) years for the total allowed expense of $2,765 less the per book



DOCKET NO. 2001-164-W/S- ORDERNO. 2002-285
APRIL 18,2002
PAGE19

amountof $8,296for an adjustmentof ($5,531).Staff alsofoundloanmodification legal

feesof $6,259which shouldbeamortizedoverthe five (5) yearloanperiod.Theallowed

expensewould be $1,252less the per book amountof $6,259 for an adjustmentof

($5,007). The Staff's total adjustmentto legal expensesamountsto ($10,538).This

adjustmentis basedon soundregulatoryaccountingprinciples, andwe thereforeadopt

theadjustment.

(L) Rate Case Expenses

Both Staff and Company propose to amortize current rate case expenses over

three (3) years. Staff used actual rate case expenses of $62,027 amortized over three (3)

years for a total adjustment of $20,676. At the hearing, the Company produced

documentation of an additional $43,707 in rate case expenses. Amortized over three (3)

years, this yields an additional adjustment of $14,569. Staff's total rate case expenses are

$105,735. Amortization over three (3) years yields a final Staff adjustment of $35,245.

Therefore, we adopt Staff's final adjustment. The Company also proposes to include the

unamortized balance of rate case expenses in rate base. Staff states that these deferred

charges are not considered used and useful plant investments, and therefore disagrees

with the Company's proposal in this regard. We agree with Staff's reasoning, and deny

the Company's proposal.

(M) Bad Debt Expense

The Staff examined bad debt expense during the audit and found that the expense

for the test year had increased considerably over the previous years. Staff proposes to

normalize the test year by amortizing these expenses over two (2) years. During the test
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year,theCompanyclaimedasbaddebts,the OspreyGolf late feesof $6,307andseveral

old accountsandlate feesof $2,135for a totalof $8,442.Thesedebtswereincurredover

a 2-yearperiod.Staff amortizedthe total baddebtsof $8,442over two (2) yearsfor the

test year allowed amount of $4,221less the per book amount of $8,442 for a total

adjustmentof ($4,221).Sincenormalizationof expensesis anecessarygoalof regulatory

accounting,weadoptStaff's adjustment.

(N) Depreciation

Both Staff and the Company propose to ammalize depreciation expense based on

plant in service at December 31, 2000. Staff examined and recalculated the Company's

per book depreciation expense. For the test year plant additions, the Company booked a

half year of depreciation expense. Staff's adjustment included a full year of depreciation

expense for these plant accounts amounting to $16,507. Several accounts were fully

depreciated at the end of the test year. Staff removed depreciation expense of $11,129

associated with such fully depreciated items. Therefore, Staff reduced annualized

depreciation expense of $16,507 by $11,129 for a net adjustment of $5,378. A resulting

adjustment of ($5,378) is made to Accumulated Depreciation. The Company annualized

group (not line item) depreciation for a total adjustment of $61,682. For this Company,

group depreciation represents a change in depreciation methods which has not been

approved by this Commission. The Company adjusted accumulated depreciation by a

total of ($461,349). The Company adjusted accumulated depreciation by its total

annualized depreciation expense instead of its depreciation expense adjustment of

$61,682.
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Sincewe havenot had the opportunityto approvegroup depreciation,we reject

the Company'sadjustmentat this point and adoptStaff's adjustment.Seetestimonyof

Staff witness Richardson.The Companymay comeback to this Commissionat some

point andattemptto demonstratethe validity of its groupdepreciationmethodsandwe

will considerthemethodin futureratecases,if appropriate.

(O) Loan Renewal Fees

Both Staff and Company propose to remove the amortization of loan renewal fees

of ($8,326) as an above the line expense. However, the Staff reduced the loan proceeds

by the total prepaid loan renewal fees of $41,606 when computing the cost of debt. Total

debt at December 31, 2001 amounted to $6,980,723 less loan renewal fees of $41,606,

resulting in debt of $6,939,117. The computed interest expense at December 31, 2001,

amounted to $564,123. The cost of debt is 8.13% ($564,123/6,939,117). We adopt Staff's

proposal.

(P) Cash Working Capital

Staff adjusted cash working capital for items that correct the books. This has the

effect of keeping cash working capital on a per book basis. Cash working capital was

computed by Staff using one-eighth of operating and maintenance expenses as seen in

Hearing Exhibit 5, Exhibit A-3. The one-eighth formula approach is based on a 45 day

cash working capital allowance.

after it renders service to them.

The Staff found that the Company bills its customers

The average bill contains thirty (30) days worth of

service. It takes an additional five (5) days after rendering service for the utility to read

the meters, edit bills, and perform re-reads, and then print and mail the bills out to its
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customers.The utility thenreceivespaymentfrom its customerswithin about 15days.

The customeris allowed25 daysfrom the statementdateto paybefore latechargesare

assessed.Staff believesthat the abovejustifies the useof 45 daysin the formula. The

Companyhasnot conducteda leadlag studyfor this case.Staff adjustedCashWorking

Capital for expenseswhich correct the books for a total adjustmentof ($28,804).The

Company's adjustment is based on total O&M pro forma adjustments less the

amortizationfor rate caseandextraordinaryexpensefor anadjustmentof ($796).StafFs

adjustmentappearsto bemorelogical.Accordingly,weadoptStafFsadjustment.

(Q) Customer Growth

Customer growth was updated by Staff to February 2002 to reflect adjustments

made outside the test year. See Hearing Exhibit 5, Exhibit A-2. At February 2002, water

customers amounted to 3,200 and sewer was 2,838. Staff then used a formula to compute

customer growth. Staff computed average customers using the beginning and ending

customers divided by 2. End of the period customers minus average customers divided by

average customers was used to compute the customer growth factors of 1.81% for water

and 2.64% for sewer. These factors are then applied to net operating income which

computes growth for revenue and expenses. The Company proposed a revenue customer

growth adjustment by computing the growth in number of bills times the average bill for

an adjustment to water revenue of $2,762 and sewer revenue of $957. We adopt StafFs

adjustment and reject the Company's adjustment. We believe that the StafFs

methodology leads to a more exact result than the Company's methodology, which is

based on an average bill for one of its factors.
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(R) Gross Receipts Taxes

Both Staff and Company propose to true-up per book gross receipts taxes. Staff

verified per book gross receipts taxes of $45,128. Staff then computed gross receipts

taxes based on adjusted revenues of $3,919,244 times a gross receipts tax rate of

.011206749 to arrive at adjusted gross receipts taxes of $43,922. Staff subtracted the per

book amount of $45,128 for Staff's adjustment of ($1,206). The Company proposed to

adjust gross receipts taxes by $44,144 by using as adjusted revenue of $3,922,964 times a

gross receipts factor of 1.12528%. The Company did not subtract per book gross receipts

from this amount. We adopt Staff's adjustment, since it appears to have been calculated

utilizing the proper factors.

(S) Y2K Compliance

Staff found during its audit that the account for programming services had

increased considerably over the previous year. This increase in expenses was due to

making the Company's computer system Y2K compliant. Staff normalized the test year

by amortizing these expenses over a 5-year period. The total expenses amounted to

$18,722 for the Y2K upgrade and training. This amount is amortized over 5 years for the

allowed expense of $3,744 less the per book amount of $18,721 for Staff' s adjustment of

($14,977). We adopt the adjustment.

(T) Non-operating Refund

Both Staff and Company propose to remove the effects of a non-operating refund

made to US Cable Company during the test year. The total refund amounted to $1,000
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($500 for sewerand $500 for water).The water adjustmentincreasedrevenueandthe

seweradjustmentdecreasedexpenses.

(U) Tap Fees

Both Staff and Company propose to remove tap fees from revenue and expenses.

Tap fees amounted to $42,625 for water, $41,125 for sewer and $83,750 for combined

operations. Staff and Company removed the same amount from expenses. This

adjustment is made to properly match revenue and expenses, since tap fee revenue should

equal the cost of the tap. Staff also capitalized such tap fees and made an offsetting

adjustment to Contributions in Aid of Construction. Therefore, Staff allowed no

depreciation expense. This is also a proper adjustment.

(V) Miscellaneous

Staff proposes to eliminate legal fees of ($204) associated with the Eugenia

Avenue sewer main extension project. In Docket No. 97-497-S, Order No. 98-149, dated

February 25, 1998, the Commission approved a sewer main extension fee for Eugenia

Avenue customers to cover such costs.

Both the Staff and the Company propose to recognize the effects of the proposed

increase in revenues, to include gross receipts taxes on the proposed increase, and to

compute income taxes on the proposed increase. Although differences in the Staff and

Company's figures are not great, we hereby adopt StafFs adjustments for consistency

with the rest of our holdings. We would also note that the Company's rebuttal testimony

points to a reduction in revenue for the loss of two golf courses as customers in the

amount of($101,217). We adopt this adjustment also.
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Staff also proposedto increasecustomergrowth for the effect of the proposed

increase.Staff's methodologyappearsin HearingExhibit 5, andis calculatedthroughthe

useof aspecificcustomergrowthformula.We adoptStaff's adjustment.

(W) Income Taxes

Staff computed income taxes on an as adjusted basis. Both Staff and Company

used a blended tax rate of 37.30% (5% for state and 34% for federal). Staff used water

and sewer operating revenue less expenses and synchronized interest expenses to

compute income tax expense. The income tax expense for water operations was $89,052

and ($4,053) for sewer operations and $84,999 for combined operations. Staff's

adjustment is reasonable, and is therefore adopted.

(X) Plant Additions

Both Staff and Company propose to increase rate base for plant additions made

after the test year through February, 2002. Staff verified a total of $129,006 for plant

additions. These include the cost of a gate and security system of $3,433, the Surfwatch

Pump Station Rehab Project totaling $102,301, and the Headworks R & R Project

totaling $23,272. Staff computed depreciation expense of $3,134 and adjusted

accumulated depreciation for ($3,134). The Company proposed to include $160,000 in

plant additions. The Company's proposal was based on estimated plant additions. We

reject the Company's proposal, since it is merely an estimate, and adopt Staff's well-

reasoned adjustment.

Based on the accounting and pro forma adjustments herein approved, to include

additional rate case expenses of $14,569 ($43,707 amortized over 3 years), and for a
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reductionin revenueof ($101,217)for the eliminationof two golf coursecustomers,as

reflected in the rebuttal testimonyof the Company,the Company's appropriateNet

Income for Return for the computationof an appropriatemargin is $568,989.The

calculationof Net Incomefor Returnis shownin TableA:

TABLE A

NET INCOME FORRETURN- AS ADJUSTED

OperatingRevenues
OperatingExpenses
Net OperatingIncome
CustomerGrowth
Net Incomefor Return

$3,818,027
3,260,462

557,565

11,424

$ 568,989

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF

FACT NOS. 12, 13, AND 14

Under the guidelines established in the decisions of Blue field Waterworks and

Improvement Company v. Public Service Commission of West Virginia, 262 U.S. 679

(1923), and Federal Power Commission v. Hope Natural Gas, 320 U.S. 591 (1944), this

Commission does not ensure through regulation that a utility will produce net revenues.

As the United States Supreme Court noted in the Hope Natural Gas decision, su_gp___,the

utility "has no constitutional rights to profits such as are realized or anticipated in highly

profitable enterprises or speculative ventures." However, employing fair and enlightened

judgment and giving consideration to all relevant facts, the Commission should establish

rates which will produce revenues "sufficient to assure confidence in the financial

soundness of the utility and ... that are adequate under efficient and economical
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management,to maintainandsupportits credit andenableit to raisethemoneynecessary

for theproperdischargeof its public duties."Blue field, su__u_p_ra,at 692-693.

Neither S.C. Code Ann. Section 58-5-240 (Supp. 2001), nor any other statute

describes a particular method to be utilized by the Commission to determine the

lawfulness of the rates of a public utility. For ratemaking purposes, this Commission

examines the relationships between expenses, revenues, and investment in a historic test

period because such examination provides a constant and reliable factor upon which

calculation can be made to formulate the bases for determining just and reasonable rates.

This method was recognized and approved by the South Carolina Supreme Court for

ratelnaking purposes involving utilities in Southern Bell Telephone and Telegraph

Company v. The Public Service Commission of South Carolina, 270 S.C. 590, 240 S.E.

2d 278 (1978).

For water and sewer utilities, the Commission may decide to use the "operating

margin" as a guide in determining just and reasonable rates, instead of examining the

utility's return on its rate base. The operating margin is determined by dividing total

income for return (or net operating income), minus interest expense, by the operating

revenues of the utility.

The Commission finds that its use of the operating margin has resulted in fair

rates to both the utility and the ratepayer. In this proceeding, the Commission will use

the operating margin as a guide in determining the lawfulness of the Company's

proposed rates, and the fixing of just and reasonable rates. This method was recognized

as an acceptable guide for ratemaking purposes in Patton v. South Carolina Public
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Service Commission, 280 S.C. 288, 312 S.E. 2d 257 (1984). The following Table

indicates the Company's gross revenues for the test year under the presently approved

rate schedules; the Company's operating expenses for the test year; and the operating

margin under the presently approved schedules for the test year:

TABLE B

OPERATING MARGIN-AS ADJUSTED

Operating Revenues

Operating Expenses

Net Operating Income

Customer Growth

Net Income for Return

Operating Margin After

Interest Expense of $486,572

$3,818,027

3,260,462

557,565

11,424

$ 568,982

2.16%

The Commission is mindful of those standards delineated in the Bluefield

decision, _ and of the balance between the respective interests of the Company and

of the consumer. The Commission has considered the spectrum of relevant factors in this

proceeding, including, among others: the revenue requirements for the Company, the

price for which the Company service is rendered, as well as the proposed price, the

quality of that service, and the effect of the proposed price upon the consumer.

The three fundamental criteria of a sound rate structure have been characterized as

follows:

...(a) the revenue-requirement or financial-need objective, which takes the

form of a fair-return standard with respect to private utility companies; (b)

the fair-cost apportionment objective which invokes the principle that the

burden of meeting total revenue requirements must be distributed fairlx

among the beneficiaries of the service; and (c) the optimum-use or

consumer rationing objective under which the rates are designed to

discourage the wasteful use of public utility services while promoting all
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use that is economicallyjustified in view of the relationshipsbetween
costsincurredandbenefitsreceived.

Bonbright,Principles of Public Utility Rates, (1961), p. 292.

The Commission considered the proposed increase presented by the Company in

light of the various standards to be observed and the interests represented before the

Commission. The Commission has also considered the impact of the proposed increase

on the ratepayers of the Company. The Commission must balance the interest of the

Company - the opportunity to make a profit or earn a return on its investment, while

providing adequate water and sewer service - with the competing interest of the

ratepayers - to receive adequate service at a fair and reasonable rate. In balancing these

competing interests, the Commission has determined that the proposed schedule of rates

and charges is unjust and unreasonable and inappropriate for both the Company and its

ratepayers.

In light of those factors as previously discussed, and based upon the record in the

instant proceeding, the Commission concludes that a fair operating margin that the

Company should have an opportunity to earn is 10.75 %, which requires annual operating

revenue of $4,440,027. The following Table reflects an operating margin of 10.75 %:

TABLE C

OPERATING MARGIN-AS APPROVED

Operating Revenues

Total Expenses

Net Operating Income
Customer Growth

Net Income for Return

Operating Margin After

Interest Expense of $486,572

$4,440,027

3,495,718

944,309

19,714

$ 964,023

10.75 %
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This operating margin is supportedby the testimony of Company witness

Guastella.As statedby him, the operatingmargin must generateenoughincome to

provideequityinvestorswith areasonablereturnoil existinginvestmentandto enablethe

utility to attract capital.We believethat a 10.75%operatingmargin meetsthat criteria,

for thereasonsstatedin Mr. Guastella'stestimony.We furtherbelievethat our operating

margin is supportedby the level of income and revenuedeterminedafter a thorough

examinationof the appropriateaccounting and pro forma adjustments.Clearly, our

approvedoperatingmarginfalls within the rangeof approvedoperatingmarginsby this

Commission,andis within therangeof reasonfor waterandsewerutilities.

Intervenor Testimony

Russell A. Hissom, an accountant, testified on behalf of the Town of Kiawah

Island. Hissom testified that the relationship between the Company and KRA, its parent,

is not a typical "developer-utility" relationship. According to Hissom, a typical

relationship would be where the developers bear the cost of water and sewer plant

infrastructure and include those costs in the cost received for the property being sold. The

plant infrastructure is then contributed at no cost to the utility providing service in that

service territory. The utility is responsible for future maintenance and eventual

replacement of that plant. These costs are recovered from ratepayers through rates for

recovery of operation and maintenance and depreciation expenses and return on rate base,

or an operating margin.

Hissom also complained about so-called "unidentified assets," transactions

involving fire hydrants, and other matters upon which this Commission has already ruled
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on repeatedlyin pastOrders.We did not find argumentsregardingthesematterscredible

before, and we do not find them credible now. Hissom also makes unconvincing

argumentsregardinglandleasesandthepossibleuseof impactfees.We do agreethatthe

Companyhas not establisheda methodologyto determinethe costs that should be

allocatedfrom KRA to theCompanyfor purposesof theproposedmanagementfee.

Hissom cites five issuesthat shouldbe addressedbefore any rate increaseis

grantedto theCompany.

CompanywitnessGuastellafiled reply testimonyto Hissom's. Guastellastates

that Hissom's description of the typical developer/utility relationship is inaccurate.

Hissomignoresthe fact thatreal estateis sold atmarketvalue,andthecostsa developer

incursmerelydetermineits profits in anunregulated,high risk business.The creationof

Kiawah is typical, accordingto Guastellain comparisonto the hundredsof developer-

relatedutilities thathe regulatedandfor which heprovidedconsultingservices.While a

portion of the costof certainassetsmay be contributedin someinstancesto the utility,

thereis no regulatoryor economicbasisuponwhich to force contributionsif the utility

ratesareto be fully compensatory.There is no requirementthat the entire utility plant

infrastructurebecontributedandonly in the futurewould the utility earna returnon the

utility plant after it hasbeenreplaced.Nor is Guastellaawareof any investor-owned

utility thathaschargedimpactfeesonundevelopedproperty.Guastellaaddressesalsothe

remainderof Hissom's recommendations.We agreewith Guastella.We believe that

Hissom's testimonyhas no basis in fact, and we thereforeadopt the position of the

Company,for thereasonscited in Guastella'sreply testimony.
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Walter T. Cuthbert also testified on behalf of the various golf companies.

Cuthbertopposesthe proposedincreasesin Rate Schedule6 and the establishmentof

Rate Schedule8. Cuthbertobjectsto the proposedincreasein availability fees in Rate

Schedule6 andfind RateSchedule8 "punitive."

CompanywitnessGuastellastatesthat Cuthbertpresentsno costanalysis,andthat

his position is contraryto the establishmentof anequitablerecoveryof costsfrom the

variouscustomerclasses.The StandbyRate is designedto have the golf coursesthat

would sporadicallyimposemajorwaterdemandson theCompany'sfacilities, pay for the

costsof having thosefacilities availableto do so.Otherwise,accordingto Guastella,all

othercustomerswould subsidizethe costof providing suchserviceto thosegolf courses.

We agreewith Guastella'sreasoningandreject thatof Mr. Cuthbertfor thereasonscited

in Guastella'stestimony.

EVIDENCEAND CONCLUSIONSFORFINDINGS

OFFACTNOS. 15AND 16.

The Commissionhas examinedthe testimonyof all parties with regardto rate

design in this matter, and we will herein explain our conclusionsand our reasoning

therefor.

The testimonyof CompanywitnessGuastellaaddressedproposedtariff changes.

For the mostpart, the Companymaintainedits existingratestructure,including the step

up rate blocks. The Companydid eliminate the minimum water allowanceof 2,000

gallonspermonthin orderto establishaservicechargeandusageratethatis moretypical

of industrypractice.We approvethis change.
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Further, the Companyproposeda new rate scheduledenominatedSchedule8-

StandbyService-GolfCourses.Guastellanotedthat the reasonfor the StandbyService

rates is to provide for the recoveryof the cost of having facilities available to meet

potentiallylargewaterdemandsof a customer,in this casea golf coursethathasits own

alternativesourceof supplyanddoesnot takewater from the Companyon a continuous

basis.Whenregularcustomers,includinglargeusecustomers,takewateronacontinuous

basis,the cost of meetingtheir demands,are recoveredover the courseof billing for a

yearunderthe tariff schedule,which is designedfor suchcircumstances.If, however,a

potential largeuserof water,suchasa golf course,is not taking water servicefrom the

Companyon acontinuousbasis,but would only occasionallyimposea largedemandfor

wateron the Company'ssystem,the cost of having facilities availableon a year-round

basis will not be recoveredunder the Company'sexisting rate schedules.Without a

specialrate- StandbyRate - to recoverthe full costof meetingsuchoccasionallylarge

waterdemands,the existing customerswould, in effect,be subsidizingthe cost of the

facilitiesnecessaryto meetthatdemand.

The StandbyRatehastwo components:a demandchargeanda usagechargefor

the actual waterusedby a Standbycustomer.Any golf coursewith its own alternate

supply that would rely on the Companyto meetits waterdemandsin the eventits own

alternatesourcebecameunavailable,would be requiredto enter into anagreementwith

theCompanyfor StandbyService.Thelevelof thedemandchargewould bestatedin that

agreement.
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We have examined the need for a Standby Rate and conclude that such a rate is

needed under the circumstances cited by witness Guastella. There appears to be at least

one potential golf course customer for the rate.

The Company also requests the ability to pass through its purchased water and

other operating and maintenance costs to its customers. (See discussion above.) We

approve the passthrough mechanism of the cost of water, but not the operating and

maintenance expense. However, the Company is required to provide at least 60 days

advance notice of the increase to the Commission. This could prevent implementation of

the increase if the Commission finds any irregularities, upon examination.

With regard to our overall rate design, we have spread the approved increase

equally and proportionally over all classes of customers for both water and sewer as

shown in Appendix A to this Order. The only exception to this is our granted water

consumption charge under Rate Schedule No. 1 Residential Service. The Company

proposed and we granted elimination of payment for 2,000 gallons of water along with

the base facilities charge per month in that Schedule. The consumption charge now

includes a charge for all consumption up to 11,000 gallons per month. Because of this

change, the initial consumption charge for residential customers is adjusted from $2.10

per 1000 gallons for all consumption over 2,000 gallons per month and up to 11,000

gallons per month to $2.02 per 1,000 gallons for all consumption of water up to 11,000

gallons per month. Except for that one adjustment, the rate increase granted was spread

equally among all customers.
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Theratesascontainedin AppendixA to this Orderareapprovedandeffectivefor

servicerenderedon or afterthe dateof this Order.We believethat theratesandcharges

approvedhereinachieveabalancebetweentheinterestsof theCompanyandthoseof its

customers.Theseratesandchargesresultin areasonableattainmentof the Commission

ratemakingobjectivesin light of applicablestatutorysafeguards.Underour newschedule

of approvedrates, an averagesingle family residentialhomeownerthat uses22,000

gallonspermonth, thewaterbill increasewould be$8.50,from $65.50to $74.00.This is

an increaseof 12.9%.The sewerincreasewould be $5.98,from $23.17to $29.15.This

amountsto anincreaseof 25.8%.

IT IS THEREFOREORDEREDTHAT:

1. The proposedscheduleof ratesand chargesas filed in the Company's

Application is foundto beunreasonable,andis herebydenied.

2. Thescheduleof ratesandchargesattachedheretoasAppendixA is hereby

approvedfor servicerenderedon or afterthedateof this Order.Thescheduleis deemed

filed with theCommissionpursuantto S.C.CodeAnn. Section58-5-240(Supp.2001).

3. The Companyshallmaintainits booksandrecordsin accordancewith the

NARUC Uniform Systemof Accountsasadoptedby this Commission.

4. The Companyshall notify eachcustomerin eachclassof the customers'

increasein rateswith the first bill that includesthenew increasein ratesmadesubjectto

thisOrder.
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5. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDER OF THE COMMISSION:

ATTEST:

Chairman

(SEAL)



KIAWAH ISLAND UTILITY, INC.
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Johns Island, S,C, 29455
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APPENDIX A

FILED PURSUANT TO DOCKET NO. 2001-164-W/S - ORDER NO. 2002-285

.EFFECTIVE DATE: APRIL 18, 2002

RATE SCHEDULE NO. 1 RESIDENTIAL SERVICE

AVAILABILITY

APPLICABILITY

- Available within the Company's service area.

- Applicable to any residential customer for any purpose.

A. Base Facilities Charge
5/8" meter

3/4" meter

1" meter

1 1/2" meter

2" meter

3" meter

4" meter

Water Service Charges

$25.38

$38.07

$63,45

$126.90

$203.04

$444.14

$1,274.65

/ mo.

/ too.

/ too.

/ mo.

/ mo_

/ mo.

/ too.

Base Facilities Charge for' water service with meters larger than 4" shall be:

Maximum recommended meter capacity (gpm) x $25.38 per too.

20 gpm

B, Consumption Charge

All up to l 1,000 gals./mo, $2.02 /1000 gal.

C. Excess Consumption Charge #1

All over 11,000 gal./mo, and up to 50,000 gal,/too.

$2,40 /1000 gal.

O. Excess Consumption Charge #1

All over 50,000 gal./mo.

$2.63 /1000 gak

A_ Base Facilities Charge

5/8"water meter

3/4"water meter

l"watermeter

1 l/2"watermeter

2"water meter

3"water meter

4"water meter

Sewer Service Charges

$22,66 / too.

$34,00 / too,

$56,66 / mo.

$113.31 /too.

$181.30 too,

$396.60 / mo.

$1,226.17 /too.

Base Facilities Charge for sewer service where water service is through meters

larger than 4" shall be:
Maximum recommended meter capacity (gpm) x $22.66 per too.

20 gpm

B. Consumption Charge based on Water Usage

All up to I 1,000 gals,/mo, $0.59 /1000 gal,

Water Tap-In Fee

Sewer Tap-In Fee

Tap-In Fees
$500.00

$500.00

The tap-in fee provides for installation of the normal size residential meter of 5/8" by 3/4".

Where the customer requests a larger meter, the Company will apply the tap-in schedule

for larger meters as listed in the Commercial Service Schedule No, 2.
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RATE SCHEDULE NO. 2 COMMERCIAL SERVICE

AVAILABILITY

APPLICABILITY
- Available within tile Company's service area.

- Applicable to any commercial or master metered residential customer

for any purpose except hotel or' motel use (see Rate Schedule No. 3).

An Base Facilities Charge
5/8" meter

3/4" meter

1" meter

1 1/2" meter

2" meter

3" meter

4" meter

Water Service Charges

$25.38 / mo,

$38,07 / mo.

$63,45 / mo,

$126.90 / mo.

$203,04 / mo.

$444.14 / mo,

$1,274.65 / moo

Base Facilities Charge for water service with meters larger than 4" shall be:

Maximum recommended meter capacity (gpm) x $25.38 per mo.

20 gpm

g_ Consumption Charge $2.63 /1000 gal,

for all consumption

A. Base Facilities Charge

5/8" water meter

3/4" water' meter

1" water meter

1 1/2" water meter

2" water meter

3" water meter

4" water meter'

Sewer Service Charges

$2Z66 / mo_

$34.00 / moo

$56.66 / mo.

$ll3,31 /mo°

$181.30 /mo.

$396.60 / mo.

$1,226o17 /mo.

Base Facilities Charge for sewer service where water service is through meters

larger than 4" shall be:

Maximum recommended meter capacity (gpm) x $22.66 per rno.

20 gpm

B_ Consumption Charge based on Water Usage $227 /1000 gal.

for all consumption

Tap-In Fees

Water Tap-In Fee

5/8" meter $500.00

3/4" meter $750.00

1" meter $1,250o00

1 1/2" meter $2,500.00

2" meter $4,000.00

3" meter $8,750.00

Sewer Tap-In Fee

$500°00

$750.00

$1,250.00

$2,500.00

$4,000.00

$8,750.00

Water tap-in fee and sewer tap-in fee for water and sewer service where the

water meter is larger tban 3" shall be:

Maximum recommended meter capacity (_c,pm) x $500.00

20 gpm
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RATE SCHEDULE NO. 3 HOTEL AND MOTEL SERVICE

AVAILABILITY

APPLICABILITY

- Available within the Company's service area,

- Applicable to all hotel and motel customers for any purpose.

Base Facilities Charge

All Consumption

Water Service Charges

Base Facilities Charge

All Consumption

Sewer Service Charges

Water Tap-In Fee

Sewer Tap-In Fee

Tap-In Fees

$10.20 /modroom

$2.63 /1000 gal,

$9.06 /mo./room

$227 /1000 gal,

$220,00 /room

$220.00 /room

RATE SCHEDULE NO. 4 IRRIGATION SERVICE

AVAILABILITY - Available within the Company's service area. The Company reserves

the fight to limit or reduce the irrigation service available when, in its sole

.judgment, its water systenr conditions require such restrictions,

APPLICABILITY - Applicable only to customers who anticipate substantial potable water

use which will not be returned to the Company's wastewater treatment

system such as irrigation. Such water consumption shall be metered

separately from any water use supplied under other rate schedules,

A, Base Facilities Charge

5/8" meter

3/4" meter

1" meter

1 1/2" meter

2" meter

3" meter

4" meter

Water Service Charges

$25,38 / mo,

$38.07 / mo.

$63.45 / mo_

$126.90 / mo.

$203.04 / mo,

$444.14 / mo.

$1,274.65 / mo,

Base Facilities Charge for water service with meters larger than 4" shall be:

Maximum recommended meter capacity (gpm) x $25.38 per too.

20 gpm

B. Consumption Charge

All up to 50,000 gals./mo. $2.40 /1000 gaL

C_ Excess Consumption Charge

All over 50,000 gal./mOo

$2.63 /1000 gal,

5/8" meter

3/4" meter

1" meter

1 1/2" meter

2" meter

3" meter

TTAp-In Fees
$500_00

$750.00

$1,250.00

$2,500,00

$4,000.00

$8,750.00

Water tap-in fee where the water meter is larger than 3" shall be:

Maximum recommended meter capacity (gpm) x $500.00

20 gpm
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RATE SCHEDULE NO. 5 FIRE HYDRANT SERVICE

AVAILABILITY

APPLICABILITY

- Available within the Company's service area.

- Applicable to fire hydrants connected to Company water mains.

Water Service Charges

$100 per hydrant per year payable semiannually in advance for fire fighting service.

When temporary water service from a hydrant is requested by a contractor or otbers, a

meter will be installed and the charge will be:

$8.00 for each day of use, PLUS $2,80/1000 gals for ALL water used, PLUS a $50

security deposit.

RATE SCHEDULE NO. 6 GOLF COURSE IRRIGATION

AVAILABILITY

APPLICABILITY

- Available within tile Company's service area.

- Applicable for golf course irrigation where the customer agrees to

take as a minimum quantity the treated effluent from the wastewater

treatment plant,

Water Service Charges

A. Effluent water will be billed at a rate of:

Base Facilities Charge per Golf Course

Consumption

$3,762.97 / mo.

$O17 /1000 gal,

B. Deep well water will be billed at a rate of:

Base Facilities Charge per Golf Course

Consumption

$788,58 / mo_

$0.20 /1000 gaL

C_ Potable water will be billed at a rate of:

Base Facilities Charge per Golf Course

Consumption

$603.45 / mo.

$2.63 /1000 gal.

RATE SCHEDULE NO. 7 FIRE LINE SERVICE

AVAILABILITY

APPLICABILTY

- Available within the Company's service area_

- Applicable for' private fire lines.

Water Service Charges

Base Facilities Charge
2" Line

3" Line

4" Line

6" Line

Tap-In Fees

2" Line

3" Line

Water tap-in fee where the service is larger than 3" shall be based on the tap-in fee
schedule as listed in the Commercial Service Schedule No, 2.

$6.00 / mo_

$11.00 /mo.

$19.00 too,

$38.00 / mo.

$4,000_00

$8,750,00
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RATE SCHEDULE NO. 8

STANDBY SERVICE-GOLF COURSES

Available For

This tariff sets forth rates and terms and conditions of Standby Service applicable to any golf

course customer that has an Alternative Source of Supply. For purposes of this tariff, an

Alternative Source of Supply shall mean any external or internal source of water supply (or

combination of such sources of supply) other than the Company, including an expansion of, or

an addition to, an existing source of water supply, which (I) has capacity available to provide the

Standby Customer with at least 100,000 gallons of water per day on average; and (II) supplies or

is intended to supply water which would, to the extent that the source of supply becomes

unavailable or inadequate to meet the customer's needs, be otherwise provided by the Company.

Each Standby Customer is required to enter into a Standby Service Contract and pay the charges

applicable to Standby Service in accordance with the provisions of this tariff.

Amount of Standby Service

The Standby Service Contract shall identify the Standby Customer's Contractual Maximum

Daily Standby Demand, i.e., the maximum daily amount of water that the Company is obligated

to provide as a standby source of supply in the event that all or a portion of the Standby

Customer's Source(s) of Supply becomes unavailable to the Standby Customer or is unable to

meet the Standby Customer's needs. The Contractual Maximum Daily Standby Demand shall be

equal to either (I) the total capacity of the Customer's Alternative Source(s) of Supply or (II)

such other reasonable amount which the Company and Standby Service Customer may agree

upon. The Contractual Maximum Daily Standby Demand shall be subject to adjustment in

accordance with the above provision in the event that the total capacity of the Standby

Customer's Alternative Source(s) of Supply is increased or decreased.

Demand Charges

Each Standby Customer shall pay for each billing period a Monthly Demand Charge of $14.20

per 1,000 gallons of Contractual Maximum Daily Standby Demand, subject to an additional

charge for standby usage in excess of that demand, as specified below.

Usage Charges

In addition to the monthly Demand Charge specified above, each Standby Customer shall pay

the then in effect consumption rates for each source of golf irrigation applied to the amount of

that source actually used for the billing period (whether or not for standby purposes). For all

usage (whether or not for standby purposes) in excess of the amount consistent with the

Contractual Maximum Daily Demand, the Standby Customer shall be charged for usage in

accordance with Usage Rates contained in the otherwise applicable Metered General Water
Service Schedule of Rates.
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RATE SCHEDULE NO. 8

STANDBY SERVICE-GOLF COURSES

Requirements For Service Under Tariff

Each customer which acquires or adds an Alternative Source(s) of Supply and, as a result

becomes a Standby Customer as defined in this tariff shall, within ten days of doing so, notify

the Company of the total amount of the capacity of the Standby Customer's Alternative

Source(s) of Supply, and enter into Standby Service Contract in accordance with the terms of this

tariff.

Each Standby Customer which is taking service under Standby Service Contract pursuant to this

tariff and takes actions which increase the capacity of the Standby Customer's Alternative

Source(s) of Supply shall, within ten days of doing so, notify the Company of the resulting total

capacity of the Customer's Alternative Sources of Supply, at which time the Contractual

Maximum Daily Standby Demand under contract shall be subject to adjustment in accordance

with the terms of this tariff.

Charge For Usage In Excess of Contractual Demand

The following provision applies only to each Standby Customer whose Contractual Maximum

Daily Demand is less than the total capacity of its Alternative Source(s) of Supply. If and when

the maximum daily amount of standby water actually used by such a Standby Customer (the

"Actual Maximum Daily Standby Demand") exceeds that customer's then existing Contractual

Maximum Daily Standby Demand: (I) the Actual Maximum Daily Standby Demand may, at the

election of the company, become that customer's new Contractual Maximum Daily Standby

Demand beginning with the month in which the Actual Maximum Daily Standby Demand is

established and (II) the Standby Customer shall be subject to an Excess Usage Charge in addition

to all other charges under this tariff. The Excess Usage Charge shall be determined by applying

the Monthly Demand Charge per thousand gallons to the number of gallons calculated by

multiplying the difference between the Actual Maximum Daily Standby Demand and the

existing Contractual Maximum Daily Standby Demand by the lesser of (I) 24 months or (II) the

number of months during the period beginning with the month for which the existing Contractual

Maximum Daily Demand first became effective and ending with the month immediately

preceding the month in which the Actual Daily Standby Demand was established.

Requirement For Standby Customers Which Fail To Enter Into Standby Service Contract

A Customer qualifying for Standby Service but which has not entered into Standby Service

Contract with the Company in accordance with the requirements of the tariff, and requires water

from the Company in an amount equal to or greater than 100,000 gallons per day, may obtain

such water from the Company on the following conditions: (I) the customer shall enter into a

Standby Service Contract pursuant to the terms and conditions of this tariff and (II) the customer

shall pay an Excess Usage Charge, which shall be determined by applying the Demand Charge

per thousand gallons to the number of
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RATE SCHEDULE NO. 8

STANDBY SERVICE-GOLF COURSES

gallons calculated by multiplying the maximum daily demand required by the lesser of (I) 24

months (II) the number of months during the period beginning with the month following the

effectiveness of this tariff in which the customer first met the definition of Standby Customer

and ending with the month in which the customer enters into a Standby Service Contract.
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STANDBY SERVICE AGREEMENT

GOLF COURSE CUSTOMER

RATE SCHEDULE NO. 8

DATE OF REQUEST:

NAME OF STANDBY CUSTOMER:

If an individual golf course has an alternate source of water and does not depend on the

combined sources provided by the Company, yet desires the Company to make available a

specific quantity of water for reliability purposes, it must enter into this Standby Service

Agreement.

GOLF COURSE SERVICE ADDRESS:

Contractual Maximum Daily Standby Demand in Thousand Gallons:

Monthly Demand Charge (Standby Demand x $14.20/thousand) $

Standby customer agrees to pay the monthly demand charge as shown above as well as any

additional applicable charges as described in Rate Schedule #8.

Notarized By:

Signature of Standby Customer

Accepted by tile Company:
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PURCHASED WATER ADJUSTMENT

Kiawah Island Utility, Inc. ("Company") purchases its potable water from the St. John's Water

Company ("St. John's"), which in turn purchases the water from the Commissioners of Public

Works of the City of Charleston ("CPW"). Whenever CPW increases the price of water sold

to St. John's, the increase in price is passed through to the Company pursuant to the water

purchase agreement between the Company and St. John's.

The water purchase agreement also provides, as part of the purchased water price, a

pro-rata share of St. John's ammal operation and maintenance costs to be charged to

the Company. Therefore, the Company's revenue requirement for purchased water is

made up of the water unit price per thousand gallons and the operation and maintenance

costs charged by St. John's.

Accordingly, whenever there is a price adjustment for the purchase of potable water to

Kiawah Island Utility, Inc. by the St. John's Water Company, the following billing adjustment

shall be made by the Company to its customer rates:

1. Billing Adiustment

In the event that St. John's adjusts (whether an increase or decrease) the unit price

per 1,000 gallons and/or the operation and maintenance charges related to the

purchase of potable water, the following billing adjustment practice would apply:

(a) If the unit price is adjusted the cost change per 1,000 gallons would be passed

through to the customers as an adjustment in like amount to tile consumption

charge on their water bill.

Example: The unit price of purchased water is increased by two cents

per 1,000 gallons. The consumption charge on the customer's

bill would reflect a two cent per 1,000 gallon increase.

(b) Operation and maintenance charges will be examined in the Company's

next rate proceeding.

. Notification

Any special billing adjustment shall not be billed until the following conditions are met:

(a) The Company shall furnish the South Carolina Public Service Commission

satisfactory proof of the basis for the adjustment and the billing method to be

utilized at least sixty (60) days prior to its proposed effective date.

(b) The Company shall furnish thirty (30) days prior written notice to the customers

affected by the Purchased Water Adjustment advising them of the basis for the

billing adjustment and its effective date.
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CHARGES FOR SERVICE DISCONTINUANCE, RECONNECTION

AND OTHER MISCELLANEOUS SERVICE CHARGES

When a customer requests discontinuance of service for reasons other than major

repair, maintenance, or construction at the service address or for tile transfer of

possession or ownership of the service address, the Company may charge the

equivalent of three months of basic facilities charges for both water and sewer service

and require payment of such charges when for any reason service is restored to that

particular customer.

Temporary discontinuance of service for such purposes as maintenance or

construction will be made and the Company may charge the customer the actual

cost plus 25%.

Whenever service is disconnected for violation of rules and regulations, nonpayment

of bills or fraudulent use of service, the Company may make a charge of $25_00 for

water and $100.00 for sewer before service is restored.

Whenever service has been disconnected for reasons other than set forth in (3)

above, the Company shall have the right to charge a $25.00 reconnection fee to

restore service.

Delinquent Notification Fee - $10.00. A fee of $10.00 shall be charged each customer

to whom the Company mails a notice of discontinuance of service as required by the

Commission rules prior to service being discontinued. This fee assesses a portion

of the clerical and mailing costs of such notices to the customers creating that cost.

Customer Account Charge - $25.00. One-time fee charged to each new account to

defray costs of initiating service.

Return Check Charge (NSF) - $20.00.

Backflow Monitoring - $0.20 per month. A fee of $0.20 per month shall be charged

each customer to reimburse the Company for Backflow Monitoring required by

DHEC regulations.

DHEC Charge. If the South Carolina Department of Health & Environmental Control

charges the Company an assessment based on customer units served by the

Company, the Company may bill its customers for the applicable unit cost of that

assessment. The charge shall be identified as a separate billed item and included

in the total of the service billing.
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